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CHILE: KEY ECONOMIC INDICATORS 


All values in US$ millions and represent 
period totals unless otherwise indicated 


Exchange rate: 1978-77 
Dec. 31, 1978 - USS1 CH Peso $33.95 1976 1977 1978 , 
Dec. 31, 1979 - USS1 CH Peso $38.96 Estimates Change 


NATIONAL ACCOUNTS 

GDP in constant 1976 USS 8,677. 9,423. 9,989. 6.01 
GDP per capita in constant dollars 831. 886. 923. 3.72 
Fixed Capital Investment (% GDP) 9. ; 11. - 


PRODUCTION 

Industrial Production Index* 
Copper (thous. Metric Tons) 
Copper (in constant 1976 US$/MT) 
Electricity Generated (GWh) 
Cement (thous. Metric Tons) 


EMPLOYMENT AND WAGES 

Employment (thous. persons Santiago) 
Unemployment (% Santiago) 

Industrial Wage Index* 


MONEY AND PRICES 

Money Supply (MI, Million P$) 

Consumer Price Index* ; 163. 
Retail Sales Index* : 110. 
Interest Rate (30-day %/year) ; 165. 


EXTERNAL ACCOUNTS 

Balance of Payments 

Foreign Exchange Reserves 
Total Foreign Debt 

Annual Debt Service 

Debt Service Ratio | (%) 1/ 
Public/Guaranteed Debt 

Debt Service Ratio 2 (%) 2/ 
Balance on Current Account 
Financial Gap 3/ 

Exports (Goods, FOB) 

* to. U.S. 

Imports (Goods, CIF) 

% from U.S. 

Balance of Trade (Goods) 


-7. 
828. 
5,434. 
1, 31D: 
4g. 
3,675. 
33. 
=399 
1,443. 
2,186. 
5 
2,244. 
24. 
-69. 
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*Indices: Average 1976 = 100 

1/ Ratio of annual payments on total foreign debt to exports of goods and 
services 

2/ Ratio of annual payments on public and guaranteed debt to exports of goods 

~~ and services 

3/ Amortization payments on total foreign debt plus current account balance 





SUMMARY 


The performance of the Chilean economy in 1978 reflects continued strong re- 
covery and growth, the end of hyperinflation, and a record balance of payments 
surplus. The major weaknesses are unemployment, high domestic interest rates, 
and lagged investment. Government modification of labor policy has resulted in an 
accommodation with the international labor movement thus avoiding a potentially 
disruptive AFL-CIO led boycott of trade with Chile. The 1979 outlook is for 
economic recovery to be completed and for unemployment to replace inflation as 
the nation's number one priority. GDP should increase by 6% accompanied by a 
drop in inflation to near 20% and a decline in unemployment to less than 13%. 

A lower level of international borrowing could result in a deterioration of 
external accounts to a projected $200 million deficit. The outcome depends on 
whether or not higher copper prices are sustained throughout 1979. A deficit 
would be financed by a drawdown of reserves. In the longer term sustained 
economic growth is dependent on increasing private sector fixed capital invest- 
ment. Government and copper will continue to be key elements in a reconstructed 
mixed economy. 


On the external side, the balance of payments was in surplus by about $608 
million resulting in an increase in gross foreign exchange reserves to $1.56 
billion. The surplus is being generated by foreign borrowing, producing a 
26.2% nominal increase in the foreign debt and a real increase of 6.49%. 
Chile's debt servicing capacity depends on its continued access to foreign 
credits, the growth of non-traditional exports, and the price of copper. The 
immediate problem is the size of the current account deficit ($815.4 million). 
Exchange rate policy in 1979 aims at slowing the rate of growth of imports and 
reducing the size of the trade gap ($614.4 million). 


Finally, falling tariffs and a devalued dollar will greatly assist U.S. exports. 
The most promising areas for trade are wheat, forestry and food processing 
equipment, mining machinery, and transportation goods. Chile's investment 
climate is highlighted by a liberal Foreign Investment Law that guarantees 

equal treatment to foreign and domestic enterprises, immediate repatriation of 
profits and interest, and nondiscriminatory foreign exchange controls. 


Employment and Wages - The high unemployment rate is the major shortcoming of 
economic policy. 


In September 1978,201,600 persons representing 13.7% of the Greater Santiago 
work force were unemployed. Unemployment in the period 1960-70 averaged 5.9%, 
though this figure includes a substantial level of disguised unemployment. 
National unemployment is conservatively estimated at 12.4%. No progress has 
been made in decreasing the unemployment rate since December 1976. In effect, 
success in reducing inflation has been achieved at an ongoing social cost. The 
unemployment rate is a result of increased labor force participation rates and 
the slow growth of investment. The number of new job seekers, particularly 
women and teenagers, reflects the lower level of real wages in 1973-78. 
Economic reactivation has produced an increasing number of jobs - but only 
enough to keep up with the growth of the labor force participation rate - not 
enough to decrease the unemployment rate. 
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Against this background wages are replacing monetary growth as the main threat 
to the Government's anti-inflationary policy. A University of Chile study on 
real wages found that overall real wages reached 1970 levels in April 1978. 
Wage demands provoked disturbances in the Government-owned copper mines in 
August-September -- a preview of labor's efforts to win back purchasing power 
lost since 1973. While muted, the unrest spread to iron, steel and transport 
workers. The Government, through declaration of martial law, arrests, and 
selective bonuses has kept the lid on the mining sector. 


With collective bargaining on the horizon however, 1979 may see substantial 
wage demands. Labor's basic position is that wages are increasing but that 
benefits have not increased. It is unclear how much the inflation rate will be 
affected by concessions to labor. The Government's wage formula currently 
grants automatic adjustments three times a year keyed to the inflation rate in 
the preceding months. These adjustments, in a context of declining inflation, 
led to a 25% increase in real average salaries and wages in 1977, (due mainly 
to a 40% increase in the minimum wage) and a 14.3% increase in 1978 (led by 
special public sector salary increases). A rate of growth of real wages or 
around 15% is projected for 1979. Future wage increases will depend primarily 
on sectoral productivity increases. 


As a result of continuing Government restrictions on trade union activity,an 
AFL-CIO supported boycott of trade with Chile was authorized by the Regional 
Interamerican Labor Organization (ORIT) on November 26. This move followed the 
collapse of an AFL-CIO dialogue with the Government and the latter's hastily 
called and severely circumscribed trade union elections on October 31. The 
problem revolves around different conceptions of trade union rights and what 
role unions per se should play in a political system. Through tangible 
expressions of goodwill and helpful intermediaries a labor-Government dialogue 
was renewed on January 2. For its part the Government has indicated its 
intention to move toward a new labor policy based on the existence of 

free, democratic, openly financed, autonomous, and apolitical labor unions. 

The Government has recognized traditional labor rights including freedom of 
assembly (without prior notification to Government authorities), election of 
union officers, dues check-offs, and the right to strike. As a result of these 
changes and the recognition of democratic labor union groups, the boycott was 
indefinitely postponed on January 17. The final outcome though depends on the 
Government's implementation of its announced Labor Plan. In the meantime, 
private groups in the U.S., on their own initiative, are seeking to organize a 
U.S. consumer boycott of Chilean fruits and wines. 


Investment - Fixed capital investment is low, but increasing. 


The rate of investment continues to lag. Fixed capital formation in 1978 was 
only 11.1% of GDP -- equal in absolute terms to the level of investment in 1966 
and significantly below the historical average of 15.28% prevailing in the 
period 1960-70. To achieve the rates of growth envisaged in the 1978-1983 
National Development Plan, the annual fixed investment rate must reach 20% of 
GDP. The investment rate has been affected by (a) the withdrawal of the state 
from its traditional predominant investment role, (b) constraints on private 
sector growth and (c) major foreign direct investment largely limited to non- 
renewable resources. The total of 10.7% in fixed investment falls short of the 
20% goal, raising questions with regard to the origin of future growth as 
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capacity utilization is increased from current 75% levels. With fixed capital 
investment increasing to only 11.1% of GDP in 1978, how to generate the 8.9% in 
additional investment is a major issue. 


Government policy gives continued priority to decreasing inflation. Economic 
reactivation has been brought about through a cautious increase in demand 
(credit and wages) and supply (imports facilitated by appreciation of the peso 
and reduced tariffs). However, with inflation declining to the 1960-70 
historical average of 25.8% and a projected real devaluation of the peso in 
1979, it is being argued that fiscal and monetary policies aimed at economic 
recovery are not entirely appropriate for future economic growth. What is 
needed is a large increase in capital accumulation and expenditures aimed at 
a buildup of capacity in plant and equipment. However, the rate of investment 
is believed by the Government (a) to seriously underestimate the true level of 
fixed investment in the private sector and (b) to represent significantly more 
productive investments than past expenditures. Nevertheless, the low level of 
gross national savings is seen as a real constraint, and as an indication that 
questions could be raised as to the efficiency of the financial market in 
generating and allocating domestic savings. 


Policy has therefore sought to increase external savings (foreign investment 
and foreign borrowing). With gross national savings reduced in 1977. to 7.7% of 
GDP and no private sector savings, increased demand has been accommodated 
largely through imports and a balance of trade deficit offset by substantial 
surpluses in the capital account flowing from short to medium-term foreign bank 
credits. As long as Chile's creditworthiness persists it will continue to have 
access to the international capital market. The question is, though, how much 
the foreign debt will increase while waiting for investment to grow -- and how 
productive the investment will be in paying off the debt. 


During the period July 1974-August 1978,total foreign investments were autho- 
rized in the amount of US$2.494 billion. This is one of the highest levels in 
Latin America. However, there are three problems (1) the level of investment 
registrations in the minerals sector: 93% of total foreign investment regis- 
tration is accounted for by six mining projects and 50% by one project alone, 
Exxon Minerals; (2) actual transfers: only $500 million has actually been 
invested to date. Of the amount invested, $130 million is in the minerals 
sector and of this $107 million is accounted for by a single investment (Exxon 
Minerals). Because minerals production requires a long lead time,the more 
responsive investment sectors become more significant. The level of non- 
minerals investment registration has been negligible; (3) real investment: the 
majority of actual investments represent the purchase of existing assets rather 
than additions to fixed capital such as new plant and equipment purchases or 
plant expansions. The foregoing analysis indicates that fixed capital formation 
of public sector enterprises will play a key role in determining the rate of 
economic growth. 


External Accounts - 1978 balance of payments surplus of $608 million. 


Chile's balance of payments situation is steadily improving -- but remains 

risky because of two factors: the size of the foreign debt and the decline in 
copper output and prices. The outlook through 1982 is for substantial refinanc- 
ing of the foreign debt and requires close attention to the growing current 
account deficit now equal in real terms to 7.14% of GDP. Copper prices are 
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slowly rising but declining ore grades together with static capacity mean 
smaller export earnings. Imports, up 34.36% in 1978, continue to be used as a 
major tool of demand management. These factors in 1978 produced a $1.739 
billion financial gap (current account deficit plus amortization payments) 
underscoring increasing Chilean dependence on the international capital market. 
Chile's debt servicing capacity depends on continued access to foreign loans. 


As a result of borrowing in excess of current financial needs, Chile in 1978 
posted a balance of payments surplus of approximately $608 million. The 
surplus reflects autonomous capital inflows projected at $2.1 billion, a 75.8% 
increase over 1977. The opportunity cost of borrowing funds has decreased 
substantially, leading the Government to increase foreign exchange reserves to 
$1.56 billion, or 6.2 months imports. In addition, the uncertain effect of 
domestic and international political problems on Chile's creditworthiness has 
encouraged heavy borrowing. Foreign debt amortizations in 1978 were $919 
million, leaving the capital account with a $1.423 billion surplus, offsetting 
the $815.4 million current account deficit, and contributing to the increase in 
reserves. 


Chile's total medium and long-term external debt, public and private, increased 
26.2% to $6.9 billion in 1978, equal to 60% of current GDP. Real debt, net of 
gross foreign exchange reserves (deflated by a 9.1% increase in the 1978 U.S. 
WPI) increased 6.4% to $4.58 billion. In addition to the size of the debt, 
annual debt service payments of $1.388 billion (amortization plus interest) are 
equal to 46.3% of total exports of goods and services. Past debt renegotia- 
tions and nationalization payments to the U.S. have resulted in high annual 

debt servicing requirements. These payments are scheduled to decline after 

1981. However, the Government is increasing foreign exchange reserves and 
refinancing much of the debt through new foreign borrowing. This refinancing 
means that the debt service ratio will remain at the present high levels through 
1984. While the new indebtedness represents an increase in foreign obligations 
without a comparable increase in domestic production or debt repayment capacity, 
the opportunity cost of borrowing to increase foreign exchange reserves is 
a as low as 3% ‘interest earned on reserves versus interest paid on 
loans). 


With high interest payments on the debt, the size of the current account 
deficit depends on a slowdown in the rate of growth of imports and an increase 
in the price of copper. Estimates project a $790 million to $1 billion current 
account deficit in 1979. In 1978 ,the balance of trade posted a $614.4 million 
deficit. Total import growth in 1978 was officially projected at 7%. The 
actual figure for end-year 1978 was 34.36%. An increase in personal disposable 
income and lagged industrial output are fueling the high import growth rate. 
Imports of capital goods, although increasing by 8.3% in 1978, are still below 
desirable levels if considered as an indicator of the country's investment 


rate. The Government had projected a 15.7% growth rate of capital goods for 
the whole year. 


By comparison, exports increased by 9.8% in 1978. Traditional exports (copper, 
nitrate, iodine, molybdenum, cellulose, paper and fishmeal) decreased as a 
percentage of total exports from 68.3% to 64.6% -- though largely because of a 
3.2% reduction in the real dollar value of copper exports. Fluctuations in the 
London Metals Exchange (LME) continue to determine Chile's basic external 
balance. Non-traditional exports (54 products including fruit and logs) are 





taking some of the volatility out of the fluctuations in export earnings. 
However, while still high (up 26.1% in 1978), the rate of growth of these 
exports is slowing. At the same time,copper production is declining due to 
deterioration of ore grades. This combination of factors makes the recovery of 
the currently depressed copper price a key variable. The external balance, 
though, will turn on imports. 


Tariffs will be further reduced to a uniform level of 10% by June 1979 (excepting 
automobiles). However, tariff reductions in 1979 are being offset by exchange 
rate policy. In 1978,foreign borrowings financed Chile's current account 
deficit. In the process the foreign debt increased by 26.2%. Therefore,the 
Government is now seeking by means of a greater peso devaluation to provoke a 
slowdown in the rate of growth of imports and the size of the current account 
deficit. 


Finance - Banking is one of the main growth sectors of the economy. 


International commercial bank lending is playing a key part in the success of 
Chile's economic recovery program. U.S. banks have the leadership role in 
lending to Chile and are backing their confidence in the Chilean economy through 
substantial direct and syndicated loans. Financial services are the number one 
U.S. export item to Chile. The major U.S. lenders are Manufacturers Hanover 
Trust, Morgan Guaranty, Chase Manhattan and Wells Fargo. Total private sector 
lending to Chile in 1977 included $627 million in syndicated credits, $616 
million in suppliers credits, and $412 million in direct bank credits. The 
mid-1978 figures matched the 1977 totals with direct bank credits alone reach- 
ing $782 million in 1978. 


Since the capital market was freed (1974) from its tight regulations of the 
past, domestic product generated in the banking sector has increased by 74.6%. 
In 1977, it accounted for 5.6% of GDP up from 3.4% in 1973. However, restric- 
tions on foreign borrowing are expected to slow the rate of growth of commercial 
banks. 


Public sector debt issues remain the best market. An analysis of Chile's 
obligations shows that the Government remains the biggest borrower. The debt 
of the Central Bank has been rising while that of CORFO, the state-owned 

copper mines, other state enterprises, and the private sector with state 
guarantee, has been reduced in real terms. Direct borrowing by the Central 
Bank will be reduced in 1979. However, for the first time since 1929 ,the 
Chilean Government has floated an international bond issue. A total of $55 
million was placed in the Japanese market. Additional bond issues are expected 
in West Germany and the U.S. in 1979. The biggest and most profitable state 
agencies will continue to seek direct credits in 1979. 


Monetary Policy and Inflation - Inflation in 1978 is reduced to 30.3%, down 
from 63.5% in 1977. 


The combination of monetary and fiscal restraint has halved the inflation rate 
in 1976, 1977, and again in 1978. From a 1973 consumer price index increase 
estimated as high as 794.3% inflation has fallen to 30.3%. The outlook is for 
a continued decline in 1979 to a range of 15-25%. 
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Monetary policy is being slowly relaxed. In the period January-December 1978, 
money supply expanded more than prices resulting in a real increase in the 
stock of monetary assets. MI (currency plus demand deposits) increased by 
71.6% while prices rose by 30.3%, resulting in a monetary expansion of 31.7% in 
real terms. M2 (Ml plus time and savings deposits) increased by 65.2% in real 
terms. 


The main issue confronting the Central Bank is the rate of growth of credit to 
the private sector. The problem is Ml and the Central Bank's lack of control 
over monetary aggregates. In promoting exports under a fixed exchange rate 
policy the Central Bank has committed itself to purchase any foreign exchange 
surplus, mainly export revenues, and sell foreign exchange receipts, primarily 
for imports. As a result, monetary emission is unstable. In order to offset 
foreign exchange operations, the Central Bank has focused on domestic credit. 
Nevertheless, credit to the private sector grew by over 45% in 1978. The 
problem is balancing the rate of credit growth with the rate of increase of the 
public's real monetary and quasi-monetary holdings. The major sources of 
credit have been decreases in the legal reserve requirement and rediscount 
operations. Both of these instruments will continue to be used with the 
objective of stimulating growth and containing interest rates. However, in 
view of the objective of reducing inflation to as low as 15% in 1979, along 
with the increase in foreign indebtedness and the size of the current account 
deficit, a slower rate of decline of reserve requirements, and thus credit, are 
likely. 


A slower rate af credit growth will result in a continuation of the present 
structure of short-term lending rates: 41% real per year. Beyond this tenor, 
funds shift to the international capital market where interest rates for 
imports of capital goods average 14% per year. High short-term rates adversely 
affect businesses which depend on these funds for meeting operating expenses. 
In addition, the attractiveness of the short-term has inhibited the growth of a 
long-term investment market. Failure to provide long-term money at a rea- 
sonable rate is constraining private sector fixed capital formation and affect- 
ing future economic growth. Rationalization of the domestic and international 
lending rates and development of a long-term financial market depend on elimi- 
nation of restrictions on capital movement. This in turn depends on inflation, 
the ability of the system to absorb funds, and demonstrable management capacity 
in the institutional sector. 


Fiscal Policy - As inflation declines,fiscal policy in 1978 becomes less tight. 


The improvement in Government finances during the past 3 years, a direct result 
of the austerity program launched 4 years ago, has allowed Chile's economic 
managers to ease restrictions on the role of the state in the reactivation of 
the economy through a controlled expansion of Government expenditures. Given 
the results obtained in 1977-78 (fiscal surplus in local currency and a deficit 
in foreign currency), Government economists are now concentrating on a re- 
allocation of rather than a further reduction in public expenditure. Fiscal 
policy in 1978 reflected Government's cautious balancing of economic stabili- 
zation and economic growth. The consolidated public sector budget had pro- 
jected a deficit equal to 1.6% of GDP, which would have been the first deficit 
since 1975. However, developments in 1978 led to a slight surplus. Public 
sector operations posted a 3.7% surplus in 1976 and a 0.5% surplus in 1977. 
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During the first half of 1978,General Government had a 7.9% surplus in local 
currency. The surplus reflects a major increase in tax collections, which 
represent 52.6% of total public sector income. In 1978,current revenue as a 
percentage of GDP continued the strong trend towards consumption and sales 
taxes (12.2%) and away from income and property taxes (6.4%). Direct taxes now 
represent only 33% of current revenue. Expenditures in local currency are: 
subsidies to the private sector and social security financing (46.5%), opera- 
tional costs of state enterprises and public service institutions (34.2%) and 
public investment (12.7%). 


Chile's budget in foreign currency in the period January-June 1978 reflected a 
7.6% deficit. The dollar budget is the real source of the total budget 
deficit due to high external debt payments equal to 74% of total foreign 
currency expenditures. Major foreign currency revenue is derived from foreign 
indebtedness (48.8%) and copper earnings (46.5%). 


The outlook is for local currency current expenditures to continue increasing 
as a result of public sector real wage adjustments and for current revenue to 
decline with slower economic growth and lower import duty receipts. Foreign 

currency revenue should pick up with the higher price for copper and expendi- 
tures will decline as a result of improvements in the debt repayment schedule. 


Production: Gross Domestic Product - Economic growth in Chile continues ahead 
of most developing and industrial countries. 


Two trends characterize Chile's Gross Domestic Product: recovery and trans- 
formation. Chile's GDP in 1978 showed a 6% increase, down from the record 1977 
level of 8.6%. This recovery is based on (1) absorption of idle industrial 


capacity, (2) access to foreign loans and (3) growth in non-traditional exports. 


The imperatives of Chile's free market economic policies have resulted in a 
real shift in the origin of GDP. Industrial production has been most adversely 
affected. Its contribution to GDP has decreased from 25.3% in 1973 to 20.6% in 
1977. Likewise, construction is down from 4.3% to 2.6%. During the first half 
of the economic recovery, exports were the dynamic element. Though exhibiting 
substantial rates of growth over the past 3 years the fastest growing non- 
traditional exports (fruits) show signs of peaking. The main advances in 1978 
were achieved in recovery of industrial production and construction, both up 
10% in 1978. Agricultural export performance was inadequate to offset the 
decline in domestic.crop production. 


During the first half of 1978,industrial production increased by an average of 
8.7% and retail sales rose 9.1%, an indication that firms are reducing stocks 
accumulated during a 2-year depression. The increase in production has 
occurred mainly in products with high income-elasticity i.e.: the automobile 
industry, where output increased by 56.5% in January-July 1978 as compared to 
the same period in 1977. The recovery of industrial production has lifted 
capacity utilization from 55.0% at the end of 1976 to over 75.5% in 1978. 
Unemployment has fallen from 16.9% in 1976 to 9.7% in 1978 in this sector. 


Chile is being widely recognized for its solitary move to a free market economic 
system. A distinction is being made, however, between the functioning of the 
economy and who owns it. The market will increasingly determine income and its 
allocation. However, the decision to retain 23 firms in the public sector 





10 


means Chile will have a mixed, not a liberal, economy. While profit will be 
the motivating factor for both private and public operations, the state will 
remain the heavyweight. The public sector currently accounts for 43.4% of 
production and owns 78% of capital in the top 100 firms. The Banco del Estado 
holds 65% of the total assets of the banking system. CORFO, the state-holding 
company, has reduced its ownership from 500 to 50 firms. However, the 23 to 
stay in public hands include 1] of the top firms in the country. CODELCO is 
number one. With copper in the public sector Chile will remain a statist 
economy until GDP increases and private-mining ventures come on stream. 


Mining and Energy - Copper production is declining due to full capacity and 
lower ore grades. 


In 1978 mining accounted for 57% of total exports and for approximately 12% of 
GDP -- up from 9.7% in 1973. Within the mining sector copper is predominant -- 
85.6% of mineral exports and 49.2% of total exports of goods, down from a 1973 
peak of 80.6% due to the significant increase in non-traditional exports 
coupled with a precipitous fall in copper prices. 


Full recovery of the world copper market is not expected before 1980. The 
average LME price in 1978 was 61.8 cents per pound producing revenues to Chile 
of $1.22 billion. The 1978 Government budget projected an average 1978 price 

of 55 cents. However, the drawdown in world stocks in the second half of 1978 
plus devaluation of the dollar and higher U.S. inflation resulted in an increase 
in the year-end average price. Every 1] cent difference in the LME price means 
$22 million in earnings to Chile. However, in real terms (constant 1976 US$) 
the 1978 average copper price was down to 54.11 cents per pound compared to the 
peak of $1.27 per pound reached in 1966. 


Reflecting the current situation of full capacity utilization, Chile's mineral 
production decreased by 11% in 1978. Copper production in 1978 was approxi- 
mately 1,015,400 metric tons, a 3.9% decline from 1977's 1,056,000 metric tons. 
The stagnation in copper production is a result of progressive ore degradation 
coupled with only minimal investment in expanding installed capacity and no new 
capacity scheduled to come on stream at all in the near term. 


In 1977 CODELCO made $159 million in after tax profits. Wages are a key to 
future earnings. With collective bargaining and the right to strike suspended 
since 1973, a realistic exchange rate policy, and the shutdown of inefficient 
operations, CODELCO has seen its operating costs fall from 74.8 cents per pound 
to 37.3 cents per pound in 1977. The IMF index of prices and wages indicates 
that the Government's labor policy has assisted CODELCO in decreasing operating 
costs. 


The long-term panorama is encouraging. Noranda, Superior 0i1/Falconbridge, 
St. Joe Minerals, and Exxon are investigating large scale copper projects in 
Chile. In January 1978 Exxon purchased the operating La Disputada copper mine 
for $107 million. An avalanche destroyed the surface installations in June. 
Plans are being made to reopen the mine. If drilling proves out the mine will 
be expanded by Exxon in an investment program registered at $1.2 billion. 


Oil and natural gas production in the first 6 months of 1978 fell 14% and 13.5% 
respectively from the same period in the previous year. An improvement is 
expected from commercial exploitation of wells recently brought in and startup 





of ENAP's offshore project in October 1978. Production from this strike is 
estimated to provide about 6.9 million barrels per year. Chile's import bil] 
is about $380 million per year for over 25 million barrels of crude oil. The 
offshore project will hold the imports to domestic production ratio at 80-20 
through 1980. 


Agriculture - 9% decline in agricultural production. 


Chile's agricultural sector is still adjusting to recent major policy changes 
in land tenure, the reduction in commodity support programs and expensive 
credit. Agricultural output declined 9% in 1978, especially in domestic 
production of sugarbeets, cereais, rapeseed, milk and beef. Major increases 
occurred for fruit, sunflower, pork, and poultry production. As a result of 
this shift food imports, primarily wheat, increased 39%, from $330.6 million in 


1977 to $458.4 million in 1978. 


The agricultural sector contributes about 10% to GDP and employs some 18% of 
the labor force. Chile is a net importer of food and agricultural products. 
Although fruits and vegetables are abundant and fruit exports have increased 
Sharply during the past 2 years, other food items such as wheat, beef, milk 
products and sugar require substantial] imports to augment domestic production. 
Production levels for some of the major domestic crops are not expected to. 
rebound to previous levels under current market price expectations, Government 
program provisions, and producer cost levels. Only three commodities (all for 
domestic consumption) have minimal price support programs -- wheat, sugarbeets 
and rapeseed. The Government has placed these farm commodity support prices in 
line with world price levels. This meant sharp downward production adjustments 
in these crops in 1977/78. Very little change is expected for 1978/79 with the 
exception that sugarbeet production may decline another 15-20%. 


Emphasis is being placed more on production for export and less on the domestic 
market. Fresh fruit, pulses, and wool were the main categories which pushed 
agricultural exports for 1978 to approximately $204 million, up 36% from 1977. 
However, the rate of growth of non-traditional agricultural exports dropped 
from 30.1% in 1977 to 26.1% in 1978. 


U.S. agricultural exports to Chile averaged $120 million between 1974 and 1976, 
dominated by wheat sales of approximately $100 million in 1975 and 1976. A 
bumper domestic crop resulted in a reduction in Chile's wheat imports in 1977 
and the value of U.S. agricultural exports declined by $40 million. In 1978 
U.S. exports experienced a sharp increase. Wheat sales were $120 million. 
Significant corn sales were also made in 1978. Soybean oil sales received a 
big boost with the help of CCC credit in April 1978. The U.S. share of Chile's 
import market depends heavily on U.S. agricultural exports. These exports in 
1978 exceeded $160 million. With heavier competition for Chile's wheat market, 
the outlook is for a decline in U.S. agricultural exports to $96-120 million 
with a consequent effect on the U.S. market share. 


The Government on June 19, 1978 issued Decree Law 2247 officially ending land 
reform. Farm ownership is now open to agribusiness. Eliminating the threat of 
expropriation as well as limits on land-holdings, GOC officials believe, will 
permit a rapid capitalization and mechanization of the agricultural sector. 
Significant problems remain. While regularizing the issue of ownership, credit 
availability has been inadequate to sustain small farmers on the land. As a 
result, a process of reconcentration is underway. 





Implications for the United States 


Trade - Mining, forestry and food processing equipment offer good potential for 
U.S. exports. 


Although the continuing low rate of capital investment restrains expansion of 
U.S. capital goods exports to Chile, other trends and the thrust of Chilean 
economic policy make the outlook favorable. This is in contrast with 1977 when 
the U.S. market share tumbled from 30.4% to 21% as traditional U.S. manufactured 
goods exports stagnated and agricultural commodities exports fell sharply. In 
1978 Chilean imports from the U.S. increased 34.8% to $634.4 million. Chilean 
exports to the U.S. increased 56.5% to $368.3 million, 16.2% of total exports. 
Despite the decline in the U.S. market share from 30.4% in 1976 and the rela- 
tively greater rate of growth of Chilean exports to the U.S., the trade balance 
continues in favor of the U.S. and the U.S. remains Chile's number one supplier. 


There are several favorable trends for U.S. capital goods exports: current low 
import tariffs (except on automobiles) are scheduled to reach a 10% unity rate 
by July 1979; tariffs on capital goods are already 10%. Chilean imports are up 
by 34.36% in 1978, a sign that pent-up demand for most foreign products is 
still unsatisfied; Chilean export earnings also continue to grow with non- 
traditional exports accounting for most of the increase in 1978. This suggests 
a strengthening of Chile's newly-won place in foreign markets and increased 
domestic production utilizing long dormant excess plant capacities; a greatly 
devalued dollar in terms of other major world currencies in the past year has 
undoubtedly contributed to U.S. sales growth to Chile in 1978 and should have 
an even greater impact in 1979. 


Moreover, capital goods imports by the private sector and by some state enter- 
prises could be heavily weighted towards categories of machinery and equipment 

in which U.S. industry has advantages over competitors -- in price, technology, 
experience, reputation, and sometimes as the traditional supplier. Mining and 
heavy equipment are one such category. Others include forestry equipment and 

the whole downstream mix of production machinery for the wood, pulp, and paper 
industries. And in numbers of projects, if not in total value of imports, 
potential Chilean demand is near the take-off stage for food processing machinery. 
This includes the entire systems for storing, handling, processing, packaging, 

and moving finished goods to domestic and foreign markets. 


One inhibiting factor for U.S. suppliers selling in Chile is the fierce third- 
country competition on credit and financing terms offered. For many Chilean 
buyers of machinery, the front-end cost weighs heavier than the total cost in 
making purchasing decisions. Export-oriented nations like Brazil, Japan, and 
most European countries offer rates and terms that U.S. industry cannot meet 
through normal commercial bank loans, particularly on the relatively small 
equipment sales of $20,000 to $100,000 range. With high short-term interest 
rates and no long-term funds offered, local financing of capital goods imports 
remains prohibitive. Competitors offering favorable financing packages are 
likely to win a much larger share of the Chilean market than they would if 
comparable financing were available for purchase in the U.S. 
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